Indirect costs of poor employee health, including absenteeism and decreased on-the-job
performance, are usually greater than direct medical costs. Multiemployer data showed
the uneven distribution of all three health-related expenditures. This article describes a
new framework for estimating the full implications of cost of poor employee health.
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mployers want to know the total costs of
poor employee health, including absen-
teeism and work impairment, as well as direct medical
costs. Productivity loss due to absenteeism or decreased on-
the-job performance is typically greater than direct costs for
health care services. Without knowing the full costs of health condi-
tions, decision makers are at a disadvantage when estimating how much
they are spending on the health of their employees. This also limits decision
makers’ ability to create effective health care strategies that target all aspects of cost.
Some large employers have access to their health care cost and absenteeism data and, if
measured through employee assessment, may also have access to data regarding on-the-
job performance. However, these data are not readily available to most employers. Few
measure presenteeism (work impairment) and many have difficulty accessing and inte-
grating incidental health-related absence.

Therefore, decision makers often choose among policies and interventions without
sufficient information to assess the implications. Which medical conditions are most
costly? How much of the cost is from medical care versus job impairment or absen-
teeism? Among those with medical conditions, who is generating the highest costs?
What is the distribution of costs, and how can this information be used to create more
effective health care strategies or more targeted interventions?
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Estimating Total Health Costs

This article describes a new framework
for estimating the full implications of
cost—including medical expenses, ab-
sences and work impairment. Multiem-
ployer data were used to demonstrate the
unevenly distributed nature of all three
health-related outcomes. Diabetes is used
as an example of the effect of a chronic
condition on these outcomes. Estimation
models were created using a large data set.

The purpose of this article is to esti-
mate the impact of employee health for
an employee population of 10,000 on
three factors including overall costs
(health care costs, absenteeism and work
impairment); costs by condition; and the
migration effect (the number of people
who will change cost, absence or work im-
pairment categories in the coming year).

The estimates produced from the
framework allow us to address a variety of
important issues such as gauging the
overall impact of all health-related costs to
the bottom line, understanding the size of
a particular condition, comparing types of
costs and assessing the value of different
interventions based on the likelihood of
people’s health status to change over the
near term.

Perhaps of greatest value is simply the
availability of data with which to under-
stand costs and consider options. The ma-
jority of employers do not track absences
in a formal system, and even fewer have
detailed information about productivity
(actual or self-report). Using conservative
estimates, these two outcomes produce
60% of total health-related costs, com-
pared to 40% for medical expenses. In a
population where salaries are high and
work continuity leads to losses greater
than salary, the value of absence and pro-
ductivity loss could approach 70% to 80%
of total.

While most of us know that medical
costs are quite skewed across a workforce
of employees (for example, very few peo-
ple account for a high proportion of
costs), less is known about this issue for
absenteeism and presenteeism. What
readers will see is that significantly un-
even distribution exists in these produc-
tivity factors although, and importantly,
the nature of the distribution is unique to
the condition. So, while the average re-
mains the most common numeric expres-
sion used to describe the magnitude of

costs, it is an inadequate descriptor and
often oversimplifies the elements of over-
all cost to an employer.

Overall Costs

Knowing the overall cost contributions
of health care, absenteeism and work im-

While most of us know

that medical costs are quite
skewed across a workforce
of employees (for example,
very few people account for
a high proportion of costs),
less is known about this issue
for absenteeism and
presenteeism. What readers
will see is that significantly
uneven distribution exists in
these productivity factors
although, and importantly,
the nature of the distribution
/s unique to the condition.

pairment provides employers a perspective
on the complete costs of employee health.
In this estimation tool there are eight work-
force variables that provide the level of de-
tail necessary to create a meaningful esti-
mate of a specific workforce’s costs. We
used a workforce of 10,000 employees with
an average annual salary of $40,000; 50%
female; 60% married; 50% exempt with a
normal age distribution; a geographic dis-
tribution equal across all ZIP codes; and an
average deductible level of under $250.
Also, with regard to how large a cost to at-
tribute to a lost day, for the purposes of this
estimate, the value of lost time due to ab-
sence days and work impairment was cal-
culated at one times salary.

We can now estimate the medical and
drug, absence and work impairment cost
distributions. Figure 1 shows that, for
medical costs, over half of the employees
cost less than $1,200 per year, while fewer
than 7.5% cost more than $9,000 per year.
However, this 7.5% of employees are con-

Continued on next page
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Article Briefs
Spending to Save on Diabetes

Diabetes is one of several chronic condi-
tions that companies can successfully
target through disease management
programs. By providing medicine, sup-
plies, counseling and checkups for its di-
abetic employees, Mohawk Industries,
following the model of the city of
Asheville, North Carolina, actually re-
duced their health care costs. Located in
a rural setting, Mohawk arranged to
bring pharmacists to the workplace.

Jeremy Smerd.

Workforce Management,

July 17, 2006, pp. 1, 41, 43-44,

#0149333

For more article briefs, see wwuw.ifebp
.orgldiseasemanagement.

[' Got a specific benefits question?

® | Need some help answering it? Call
(888) 334-3327, option 5, and get a
prompt e-mail or fax back.

Conferences and Seminars

Teleweb on CD

Disease Management
and Wellness:
A Foundation for Cost Management

To order this CD with handouts included,
visit www.ifebp.orgl/Telewebs /Archives.

Books

The Platinum Book: Practical
Applications of the Health and
Productivity Management Model
Joseph Leutzinger, Sean Sullivan and
Larry Chapman (Institute for Health and
Productivity Management). 140 pages.
Item #8505. $98 (I.E Member $95). For

book details, see www.ifebp.org/books
.asp?8505.

To order, call (888) 334-3327, option 4.
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Estimated People

54.6% L.

Estimated Medical and Drug Cost Distribution (in 2005 Dollars)
Average Cost = $3,075
Cost Ra_nge Estimated Dollars
S ﬁ 20.9%
. Over $35,000 s
32.6%
$3,000-$9,000 26.0%
N .7%
$1,200-$3,000 Ejl 1.8%
12.9%
Under $1,200 E 12.2% [0 Low Estimate
6.7% M High Estimate

suming over half of the total costs. Given
the range of actual costs, the average cost
of $3,075 doesn't represent the experience
of specific employees very well.
Estimated distributions of lost work
days are even more dramatic. Figure 2
shows that 3.9% of employees in this sam-
ple work group are using between 49.6%
and 53.6% of all lost work days. The aver-

age of five lost days is a poor representa-
tion of how many lost days of work typical
employees have.

The same skewed pattern is evidenced
for work impairment (presenteeism). Fig-
ure 3 shows that a large percentage of
employees (40.6%) indicate no impair-
ment, while 9.5% are responsible for
41.6% to 42.5% of total work impairment.

The average of 7.8% impairment per year
is again a poor representation of how
much impairment typical employees
experience,

Costs by Condition

Estimations were calculated for a sub-
set of people having diabetes. The distri-

are you pulled in
every direction?

In today's economy, benefits administrators are
really stretched - along with their dollars.

At Calibre CPA Group, our professionals have been
there, beside your administration's tug of war. Using
our cost-effective Value-Added Audit Approach, our
employee benefit specialists focus on the operational
and regulatory issues that affect our clients' plans and
also work hard to help them improve their efficiency
and reach their goals. Rated in the top sixth per-
centile of CPA firms in the country by the Employee
Benefit Plan Audit Quality Center of the AICPA,
our firm can share its expertise in the areas of:

« plan financial audits;

s claims and compliance audits;

« internal control reviews;

* cost allocation consulting; and

¢ tax preparation/planning services.

Our experienced team can help you achieve
your goals so you can end the tug of war. For
a free consultation, call 866.464.2839 or visit us
online at www.calibrecpa.com to learn more.
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Estimated Lost Work Days
Average Lost Days = 5 Days

Estimated People Lost Days Estimated Dollars

49.6%
5.8% 10-29 -17“"%
18.8%

13.5% - 5-9 .16-0%
17.7%
soaml | 2.4 llo.a%

11.9%
56.7% (NN |  1cos Than 2 ! 2.0% B Low Estimate
2.0% B High Estimate

Estimated Work Impairment Score (Self-Report)
Average Impairment = 7.8%

Estimated People Impairment Score Estimated Percent

1.0% l 50+ 8.1%
7.1%

| 25-49.99 -34.4%
34.5%

16.9% 10-24.99 _33.5%
34.7%

32.9% _ 0-9.99 23.9%

23.7%

10.6% [ 0 0% [ Low Estimate
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Estimated Cost Distribution for People With Diabetes (in 2005 Dollars)
Average Cost = $7,768

Estimated People Cost Range Estimated Dollars

3.0% L | oOver$3s,000 - 34.6%
24.3%

17.5% L] | $9,000-$35,000 B 32.6%

sovs DI | $5000-s3.000

25.8% L] | $1,200-63,000

6.1%

7.6%
13.7% [ | Under$1,200 rl.B% [ Low Estimate
1.2% M High Estimate
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butions of people and outcomes (medical
costs, absences and total impairment)
were calculated. The figures below show
that, even across the cost spectrum of em-
ployees with diabetes, there is still a dis-
proportionate ratio of costs, with a few
employees costing a great deal and the
majority at low to midlevels of cost.

Figure 4 shows that the average cost of
health care for a diabetic is $7,768 per year.
However, 39.5% of diabetics cost less than
$3,000 per year, while 3% represent a dispro-
portionate share of total health care costs
ranging from 24.3% to 43.6% of total costs.

Figure 5 shows that the pattern is
even more dramatic for absences. Over
half of diabetics lose less than two days
per year, while 8.6% use 64.9% to 70.9%
of all days lost.

Figure 6 shows that for work impair-
ment, it is the 29.1% with impairment
scores of 10-49% who are losing between
70.2% and 73% of all the lost productivity,
while a small proportion of diabetics
(1.6%) are reporting levels of work impair-
ment over 50%. More than likely, 50% is an
underrepresentation of the percentage of
diabetics at this level since many of them
may be absent when they reach this level
of impairment.

Migration of Costs
From Year to Year

Another key variable that employers
need to incorporate into their manage-
ment strategies is the amount of migra-
tion that is likely to occur between levels

of cost. A diabetic person who costs over
$9,000 in medical costs or is absent more
than 30 days this year is likely to cost
much less next year. Figure 7 shows the
amount of migration (either upward or
downward) that an average group can ex-
pect to experience in the coming year. A
high percentage of those costing $9,000 to
$35,000 per year (45.1%) will cost less next
year, while 31.1% of those costing $1,200
to $3,000 will cost more.

This is particularly important in terms
of how best to utilize health care assets to
improve employee health. For instance,
where might you expect to get the best re-
sults from an intervention—keeping peo-
ple at low cost/low risk from migrating
upward, or aggressively managing the
most costly employees with the most se-

Estimated People

s53.4% [0 R

Estimated Lost Work Days for People With Diabetes
Average Lost Days = 8.8 Days

Estimated Dollars

Lost Days
8.6% - 30 and Over
9.0% L] 10-29
12.7% - 24
16.2% i
Less than 2
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Estimated People

Impairment Score
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Estimated Work Impairment Score for People With Diabetes (Self-Report)
Average Impairment = 9.4%
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Estimated People

Cost Range
3.0% l Over $35,000
17.5% ] | $9,000-$35,000
40.0% _ #0009 (00
25.0% DN | $1,200-83,000
13.7% | |  Under $1,200

Estimated Migration Effect for People With Diabetes (in 2005 Dollars)

Estimated Migration Percent

[l Down HStay HUp B Term

vere conditions? These are important
strategic issues that employers must grap-
ple with to get the highest returns on their
investments in health.

By having such information available,
decision makers are better able to target
specific outcomes, conditions or levels of
spending. Should we focus on those in
midlevel cost groups to reduce progres-
sion to the highest levels? Or should we
find providers who manage the most seri-
ous cases more efficiently? How much can
we invest in prevention, and how many
additional people must we keep in the
lowest level of cost to break even? Should
we address absences as our outcome, or
impairment at work? Additionally, results
can be evaluated more accurately, focus-
ing on the specific goals of a program—
whether that is medical costs or absences,
or costs within a level or shifts from one
level to another.

So What?

Knowing that medical costs for a group
of employees average about $3,000, or
that total health-related costs for a dia-
betic employee average $13,000, is insuffi-
cient for understanding the true nature of
costs or developing strategies to manage
them.

In general, people report little or no
impairment due to health, and very few
report being impaired more than one-
quarter of the time. For the most part, dif-
ferences in “average” productivity loss
seem driven by differences in the small
portion of people who report significant

limitations or impairment. Similarly, most
people have fewer than five absence days,
with cases of long-term absence driving
the “average” up.

One implication of these distribu-
tions is that targeting and managing
problems using averages may lack suffi-
cient specificity to create a successful
strategy or evaluate the results. Distri-
butions, whether defined by the levels
used here or using other breakpoints,
help decision makers understand not
only which problems are costly, but also

how those costs are generated. Is every-
one a little more expensive, or are a few
people a lot more expensive? Consider-
ing all levels of cost also suggests that a
one-size-fits-all approach to cost, ab-
sence or productivity management may
not be as effective as specific strategies
for different levels. B&C

For information on ordering reprints of
this article, call (888) 334-3327, option 4.

John E. Riedel has over 30 years of experience in the fields of
managed care, disease prevention and demand manage-
ment. He provides strategic consultation to national man-
aged care firms, large employers, pharmaceutical compa-
nies and demand management vendors. Riedel has a
master’s degree in public health from the University of Illi-
nois and a master’s degree in business administration in or-
ganizational effectiveness from George Williams College.

Wendy D. Lynch, Ph.D., has been making the connection
between business and health for over 20 years. She served as
assistant professor at the University of Colorado Health Sci-
ences Center and principal at Mercer Human Resources. Dr.
Lynch is currently executive director of the Health as Human
Capital Foundation and vice president of strategic develop-
ment for HCMS Inc. She earned a doctorate in research and
evaluation methodology at the University of Colorado.

December 2006 - www.ifebp.org * Benefits & Compensation Digest

s
m
>
-
X
N
>
=
m
<




